ACC CORP.
400 WEST AVENUE
ROCHESTER, NEW YORK 14611

March 27, 1998
Dear Stockholder:

You are invited to attend a Special Meeting of Stockholders (the **Special Mesting'’) of ACC Corp,, a
Delaware corporation (**ACC'), 1o be held at the offices of Ninon, Hargrave, Devans & Doyle LLP,
437 Madison Avenue, 24th Floor, New York, New York 10022, on Tuesday, Apeil 21, 1998 at 11:00 a.m., local
time.

The purpose of the Special Meeting is to consider and vote upon the Agresment and Plan of Merger, dated
as of November 26, 1997 (the *‘Merger Agreement'*), by and among ACC, TCG Merger Co., Inc., a Delaware
corporation (*‘MexgerCo’'), and Teleport Communicarions Group Inc., 2 Delaware corporation (“'TOG'"), and
al related transactions, including, without limitation, the merger of MergerCo with and imto ACC (the
“Mecger™). If the Merger is consummared, ACC will survive the Merger as 2 wholly-owaed subsidiary of TCG,
and the shares of the Class A Common Stock of ACC, par value $0.01S5 per share (the “*ACC Stock’), that ars
issued and omstanding at the effective time of the Marger (other than shares held in ACC's weasury, or by a
wholly-owned subsidiary of ACC, which wil) be canceled without any considerstion being issued or paid
therefor) will be converted avcomatically into the right to receive a number of shares of the Class A Common
Stock of TCG, par value $0.01 per share (the ‘“TCG Class A Common Stock’*), to be determined pursnant o
the Exchange Ratio (as defined below). A copy of the Merger Agreement is included as Appendix A 1o the
attached Proxy Statement/Prospecius.

The ‘‘Exchange Ratio’* mcans:

(i) if the Average Price (as defined below) is less than $45.00, 1.11111;

(i) if the Average Price is equal 10 or greater than $45.00, but not In excess of §55.00, a fraction, the
numesator of which shall be $50.00 and the denominator of which shall be the Average Price; or

(iii) if the Avemge Price is greater than $55.00, 0.9[)909;

subject to payment of cash In lien of any fractional shere.

The “*Average Price” means the average of the Jast repocted sales pricas per share of the TCG Class A
Common Stock as reported on The Nasdaq National Market for' the ten consecutive trading days immcdxat:}y
preceding the trading day immediately prior 10 the dare on which the closing of the Merger ocours.

Approval and adoption of the Merger Agreement and approval of the Meeger require the affirmative vote of
a majority of the outstanding shares of ACC Stock, either in person or by proxy.

THE BOARD OF DIRECTORS OF ACC HAS UNANIMOUSLY AFPROVED AND ADOPIED
THE MERGER AGRERMENT AND APPROVED THE MERGER AND UNANIMOUSLY
RECOMMENDS THAT YOU VOTE FOR APPROVAL AND ADOPTION OF THE MERGER
AGREEMENT AND APPROVAL OF THE MERGER.

This Lewer 10 Stockholders, the stteched Notice of Special Meeting, the form of proxy and the Proxy
Statement/Prospectus were first mailed to ACC’s stockholders on or about March 30, 1998,

In reaching it detetmination regarding the Merger Agreement and the Merger, the Board considered, arnong
other things, the opinion of Morgan Stanley & Co. Incorporated as to the faimess, from a financlal point of view,
of the consideraion to be received by the stockholders of ACC pursuant to the Megger, The opinion of Morgan
Stanley & Co. Incorporated is included as Appendix B to the attached Proxy Statement/Prospectys,

The Board of Directors hes fixed the close of business on March 18, 1998 as the record date for
determination of stockholders entitled to notice of and to vors at the Special Meeting.

In view of the importance of matters to be acted upon a1 the Special Meeting, you are invited personally to
anend the Special Mecting, Regardless of whether you expect to be present in person at the Special Meeting,
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consents. Accordingly, muembcwmm:hnthepurchmofmemofKCFNMbesucwsfum
consummared o, if successfully completed, when it might be completed. '

TCI Subordinated Note. In December 1997, TCG repaid at a discounted value of appmxnnmly $25.1
million the TCI subordinated note (the ““TCI Subordinated Note®’), mthemmalpmmpalmntofszﬁ
millmn.thatnhadissnedlnTCImtheTCGngmnuon.

IPWM!}’ Oﬁtmg OnNovember 13, 1997.'1’OGoonsnmnw=d apnbhcoﬁqungofl'lzso,ooomm
ofTCG Class A Common Stock (the ‘1997 Equity Offering'*). Of the 17,250,000 shares, 7,304,408 shares were
offersd by TCG (realizing net proceeds of approximately $317.4 million to TCG) and 9,945,392 shares were
offered by Continental Holding Company, 2 Massachusetts business tust, the shares of which are owned by
MediaOne of Delaware, Inc., which is wholly owned by U § WEST, Inc. (‘U $§ WEST™"). MediaOns of
Delaware, Inc. was formerly known as Continental Cablevision, Inc. (*‘Continental’’). Continental acquired its
intarest in TCG in May 1993. As a result of the consnmmation of the lWTBqlﬂ!yOﬁermg Continental does
pot bold ey sheres of TOG Common Stock.

Biz¥el Communications, Inc. On Ootober 29, 1997, TCG acquired the remaining 50.1% equity interest In

BizTel Commuaications, Inc. (*‘BizTel™) not ownad by TCG in exchange for the issuance of 1,667,631 sheres -

of TCG Class A Common Stock (with cash paid in lien of sny fractional shares). TCG had praviously acquired a
49.9%.interest in BizTel in February 1996. BizTel holds PCC licenses to provide telecommunications services
utilizing 38 GHz digital milliwaye ransmission in over 200 geographic areas, which inclode mare than 95 of the
100 Iargest metropolitan markets and all markate where TCG operates. BizTel’s 38 GHz milliwave services can
be used by TCG to economically connect customers to TCG’s fiber optle networks, to provide network

redundancy, diverss routing or quick tamporary mstallauons and to p:ov:dz stand-alone facilitles where TCG
does not have fiber optic networks.

Eastern TeleLogic Corporation. Effective as of March 1, 1997, TCG completed its wquisiﬁon of Eastern
TeleLogic Corporation (*'ETC') for 2,757,083 shares of TCG Class A Common Stock, TCG also assumed $52.6
wiillion in ETC debt and loaned $115 million ta ETC, the procesds of which were used by ETC 10 redeem the
stock held by certsin minority shareholders. The acquisition of ETC provides TCG with access to the
Philadelphia market, the nation’s fifth largest market, and allows TCG to establish a contiguous necwork between
Boston and Washington, D.C. ETC operates a Class 5 digital telephone switch on its 525-mile fider optic network
which commects to more than 360 buildings. After the acquishtion, the name of ETC was chenged to TCG
Dclaware Valley, Inc.

CERsz Scnir:ex Inc. On February 4, 1997, TCG scquired from General Atomic Technologies
Corporation and General Atomics all the outstandiog capital stock of CERFnet Services, Inc. (*"CERFnet™), a
leading regional peovider of Internex-related services to businesses, including dial-up -and dedicared Imterner
access, World Wide Web hosting, and colocation services and Intemet training. TCG issned to General Atomics,
CERFnet's fanmer controlling stockholder, 2,100,000 shaxes of TCG Class A Common Stock and granwed to
Goeneral Atomics and certain of its stockholders oertain registration rights with respect to such shares. Afler the
acquisition, the name of CERFnet was changed to TCG CERFnet, Inc.

TCG's principal executive offices are located at 437 P.Jdge Road, Executive Building 3, Dayton, New Jersey
osam and its telephone number s 732.392.2000

.pndnnss of ACC Corp.

ACC is a switch-based provider of telecommunications servicas in the United States, Canada, the United
Kingdom (the “U.K.”") and Germany. ACC primarily provides long distance telecommunications services to a
diversified custorner base of businesses, residential customers and edueational institutions, ACC also provides
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tocal telephone service a5 a switoh-based local exchange reseller in upstate Now York and Massachusetts and as . .
- a roseller of local exchange sexvices in Ontario and Quebec, Canada. ACC entered the German market during
1997 as a switchless reseiler of long distance telecommunications services and became a swilch-based provider
in Germany in February of 1998. ACC cpecates an advanced telecommunications network, consisting of ten long
distance imernational and domestic switches located in the U.S,, Canada, the UK. and Germany, six local
exchange switches located in the U.S., leased transmisgion lines, indefeasible rights of use in international
submarine cables (““JRUs’*) and netwock roanagement systems designed to optimize traffic routing.

ACC's objective is 1o grow its telecommunications customer base in its existing markets and to establish’
itpelf in deregulating Western Europesn markets that have high density telecomomnications traffic when ACC
believes that basiness and regulatory conditions warrant. The key elements of ACC’s business strategy are: (1)
10 roaden ACC's pecetration of the U.S., Canadian, UK. and Gemman telecommunications markets by
expanding lis long distance, local and other service offetings snd geographic reach; (2) to ufilize ACC"s
operating experience as an early eatrant in deregulating zomekets in the U.S., Canada and the UX. to penetrate
other deregulating telecommunications markets that have high density selecommunications traffic; (3) to achieve
economiss of scale and scope in the etlization of ACC's network; ind (4) o seak ‘acquisitions, investments or
strategic alliances involving assets or businesses that are complementary to ACC's current operations.

ACC's principal competitive strengths are: (1) ACC's sales and marketing organization nnd the castomized
service ACC offers to its customers; (2) ACC's offering of competitive prices, which ACC bebaves genetally
are lower than prices charged by the major carriers in each of its marhets; (3) ACC's position as an early entrant
in the US., Canadian and U.X. markets as an alternative carrier; (4) ACC's focus on more profitable international
telecommunications traffic betwsen the U.S., Canada and the UK.; and (5) ACC's switched-based networking
capabilitles. ACC believes that fts ownership of switches reduces its reliance on other carriers and epables ACC
to efficiently route telecommunications traffic over muoltiple leased transmission lines and IRUs and to comtrol
costs, call record data and customer joformation. The availability of existing transmission capacity in its markets -
makes leasing of transmission lines atrractive to ACC and enables it to grow network wsage without having o0

incur the significant capital and opersting costs assoclated with the development and operation of 2 transmission
tine infrastructure,

ACC primarily targets business customers with approximately $500 to §15,000 of monthly usage, selected
residential castomers and colleges and universities. ACC believes that, in addition to being price-driven, these
customers tend to be focused on customer service, more liksly to rely om a single carrier for their
telscommunications needs and less likely to change carriers than larger commercial customers. The diversity of
ACC’s targeted customer base enhances network utllization by combining business-driven workday affic with
night and weekend off-peak traffic from stndeant and residential customers. ACC strives to be more cost effective,
flexible, innovatlve and responsive to the needs of its customers than the major carriers, which principally focus
i their direct sales efforts on large conunercial accounts and residential customess.

ACC was originally incorporated in New York in 1982 under the name A.C. Teleconnect Corp. and was
relncorporated in Delaware in 1987 under the name ACC Corp. ACC Corp.’s consolidated subsidiaries include
ACC National Long Distance Corp., ACC National Telecorn Corp. and ACC Long Distance Corp. (collectively,
“ACC US."), ACC TelEnterprises Ltd. (**ACC Canada") and ACC Long Distance UK Limited (“ACC
UX."). ACC’s mrincipal executive offices are located at 400 West Avenne, Rochester, New York 14611 and its
telsphone nummber at that address is 716-987-3000.

ACC Recent Developments

ACC Management Changes. On December 5, 1997, ACC announced that its Chairman of the Board of
Directors and Chief Executive Officer, David K. Laniak, 62, bad died mexpectedly due to health-related
complications. As a result, ACC's Board of Directors named Robert M. Van Degna, Chairman of the Board of
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1 .
Summary Historical Financial Data of ACC

Thefollcwmguhlnpnsenuwmmhlswodmlﬁmnda!damofACC. 'mehlmmldnlforeachot‘the
years in the five-year period ended December 31, 1997 have been, denved from the audited Hhistorical
consolidated financlal statements of ACC. .

'!'lmedatashmldbcreadmcun)unchopwtth.mquunﬁﬁedmﬂmmmyby,ﬂwmhdm
financial gtatements of ACC and the related noves thereto, whxchmmclndedhuun.See“IndzxtoFlml
Statements—ACC Corp. and Subsidianies.””

" tuwmsa
¥ 0 1M 1995(5) 1956 19%7(4)

- i (Meliars in thossends, encept per share amounts)
CONSOLIDATED STATEMENT OF OPERATIONS DATA: . 0

TRl DUVORIC. . . .o\ veivie i rnar et e e ia e e e resn it 5105546 $126444 $188.866 $306,767 3372613
Nuhmﬁm)ﬁmmmm . 5 1,855 S(11329) § (5354 § 1765 & 10391
m:mous)fmnmmmmmammsm

dividends and AECIBON(L) s v sassusnsiasisoemn e rvaeep ernesernes $ L6535 S(11,329) S5 (5454) § 5284 $ 10391

Nel income (Joss) from continning oparations ms:anu.q.hﬁumdsm
dividends and azeretion per common and comemon equivalent thare(2)

el)@C L s e v e rusreri e tiotsetsattaecnntnaisarncnartntntsatnny st $ 016 5 (109) '§ 0s52) $§ 037 § o082
—dilted ... ... iiieieie NaEsrerEBatResetantat s teniancannre § 016 S (10%) § (052 3 0% $ 059
OTHER FINANCIAL DATA: .
Cash dividends daclared per share of Class A Comumon Swek(ZK3) evvavsene $ 040 S OO8 S 002 $ — §$ —
Decemmber 31,

1993 1954 1995(6) 1996 1997%(4)

CONSOLIDATED BALANCE SHEET DATA:

TOME BEME(SD «cc cvcvavmurareiameacesnsccceonaossorsnsssssssasensass S 61,718 & 84448 $323.984 $204,03) $319.618
Long texn debt, excluding COMMEn! MUIMIItEs . ..ocvnenanernncecsniannss S 1L,795 S$25914 $ 2R050 $ 6007 $ 902
Redoemable profored SW0CK - ... oveiieiisicanrrainiiniieraniciiaiiaanns § ~ § -~ .5 9448 3 — § —
Shansholdent' SGuity . oooccooi il crriirrreraeraraes Veseseeneian $31506 $ 19086 316407 5117863 S137.716

) Incindes impect of 52,160 of charges incurred In 1994 In conaecton with eahancament of the ACC notwark to propere for equal access
for its Canadinn customers, Also includes an asset write-down af $12,807 in 1993,

(3) On June 14, 1996, the ACC Board of Directors suthorized a three-for-two slock spllt in the form of a stock EGvidend issyed on Avgust
B, 1996 of the ACC Stk to shureholdors of record as of July 3, 1996, &no-ﬂpermmmnmlonllpﬁorpmodshwbm
adjusted for the sock split.

(3) The ACC financing arrangsmants restact the payment of dividonds on the ACC Stock. ACC andcipases that it will not pay divideads in
the foresecable future.

(4) Inclades the resols of operations of companies acquired by ACC during 1997: Transphone internadonal Lid. from Juoe 1, 1997, United
Telecom Lud. from July 1, 1997, VISTA Inteenstional Commanications Ine, from August 1, 1997, and'!tlauﬁuml(:ommmlam
Deutschland Limited Partacrship from Yoy 1, 1997,

(5) Ralspoo sheer data from discontimied operstions Ls excluded.

(6) Inchades the resuits of operations of Metrowide Communications from August 1, 1995, tha dats of soquisition.
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THE BUSINESS OF ACC

ACC is a switch-based provider of telecommunications services in the United States, Canada, the U.K and
Gernany. ACC primarily provides long distance telecommunications services to e diversified customer base of
businesses, residantial customers and educational institutions. ACC also provides local telephone service as a A
switch-based [ocal exchange resaller in upstate New York and Massachusetts and as a reseller of local exchange b
services in Ontario and Quebec, Canada. ACC entered the German market during 1997 as a switchless reseller
of leng disance telecommnnications services and became a switch-based provider in Germany in Pebruary of
1998. ACC operates an advanced telecommunications network, consisting of ven long distance international and
domestic switches located in the U.S., Canada, the U.K. and Germany, six local exchange switches located In
the U.S., loased transmission lines, IRUs and network mansgement gystems designed to optimize traffic routing.

" ACC's objective is to grow. its telecommunications customer base in its existing markets and %o establish
irself in decegulating Western Eunropean markete that have high density telecommunications treffic when ACC
belizves that businecs and regulatory conditiops wamrant. The key clements of ACC's business strategy are: (1) :
o broaden ACC's penstration of the US., Capadlan, UK. and German telecommunications markets by .
expanding its long distance, local and other service offerings and geograpbic reach; (2) to utitize ACC's !
operating expericnce as an exrly entrant in dercgulating markets in the U.S., Canada and the UK. to penewate
other deregulating talecommaunications markets that have high density telecommumications traffic; (3) to achieve
economies of scale and scope In the utilization of ACC’s network; and (4) to seek acquisitions, investments or
strategic allisnces involving sssets or businesses that are complementary o ACC's corrent operations.

|
ACC's principal competitive swengths are: (1) ACC's sales and marketing ocganization and the customized |
|
|
|
|

.

service ACC offers to its custumers; (2) ACC’s offering of competitive prices, which ACC belisves generally
ae lower than prices charged by the major carriers in each of its markets; (3) ACC's position as an early entrant
in the U.S., Canadizn and U.X. roarkets as an altemative carrier; (4) ACC's focus on more profitable intemational
telecopmunications traffic between the U.S,, Canada and the UX.; and (5) ACC’s switched-bssed networking
capabilities. ACC believes that its ownecship of switches redoces fts reliance on other carriers and enables ACC
to efficiently ronte telecommunications traffic over multiple leased transmission lines and IRUs and to control
costs, call record data and customer information. The availability of existing transmission capacity In its markets
makes leasing of transmission lines attractive to ACC and enables it to grow network usage without having w0
incur the significant capital and operating costs assoclated with the development and operation of a transmission
linz infrastructure. .

ACC primarily targets business customers with approximately $500 to $13,000 of monthly vsage, selected
residential customers and colleges and universitics. ACC belicves that, in addition 10 being price-driven, thase
customers tend to be focused om customer service, mote likely to rely on a smgle camier for their
telecommunications needs and less likely to changs carriers than larger commercial customers. The diversity of

© ACC’s targeted customer base eahances network udizaton by combining business-driven workday traffic with
night and weekend off-peak traffic from student and residential customers. ACC strives to be mare cost effective,
fiexible, innovative and responsive to the needs of its customers than the major earriers, which peincipally focus
their direct sales efforts on large commercial accounts and residential customers.

Recent Developments

ACC Management Changes. On December 5, 1997, ACC announced that its Chairman and Chief
Executive Officer, David K. Lanisk, 62, had died unexpeciedly due 1o health-related complications. As a resalt,
ACC’s Board of Directors named Robert M. Van Degna, Chainman of the Board of Directors. Mr. Van Degna
has served as an outside director of ACC since 1995, ACC's Board of Dirsctors also established an office of the
Chief Executive 10 joindy perform the functions of Chief Execntive Officer, consisting of Christopher Bantoft,

Executive Vice President, Michael R. Daley, Executive Vice President and Chicf Financial Officer, and Steve {
M. Dubnik, Executive Vice Pregident.
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U.S. WATS Merger. On October 28, 1997, ACC catered into the USW Merger Agreament, by and amqng
ACC, Acquisition Sub, and USW, pursuant to which Acquisition Sub would have merged with and into USW
(the “USW Merger’). On Mach 11, 1998, for reasons beyond tha control of both parties which made it
impossible to conclude the USW Merger prior to the March 31, 1998 termination dare, ACC and USW agreed to
2 mutual exmination of the USW Merper Agreemant, .

Industey Overview

The global telecommunications industry has dramatically changed during the past several years, beginning
in the U.S, with AT&T's divestiture of its RBOCs in 1984 and culminsting with the 1996 aneadments to the

- U.S. Communications Act of 1934 (the *11.S. Communications Act’’), and confinuing in Canada, the U.K. and

other countries with various regularocy changes. Previously, the long distance telecommunicationt industry in
the US., Canads and the UK. consisted of one or a few large faciliies-based camiers, such as AT&T, Bell
Canads and British Telecom. As a resak of the AT&T divestiture and the recent lagislative changes in the U.S.
and fupdamental regulatory chenges in Canada and the U.K., coupled with technological and network
infrastructure developments which increased eignificantly the voice and data teleconmuanications transmission
capacity of dominant carriers, the long distance indusiry bhas developed into & highly competitive one consisting
of numerous alternative long distance carriers in each of these countries. In addition, since the AT&T divestiture
in 1984, competition has heightened in the Jocal exchange market in the U.S. and Canada. ACC anticipates that
decegulatory and economic influences will promote the development of competitive telecommunieations markets
in other countries.

Long Distance Market. The (.S. long distance market has grown to over $93 billion in annual revenues
during 1996, according to FCC estimates. ATAT has rermained the largest long distance carier in the U.S.
market, retaining approximately 48% of the market, with MCI and Sprint with respective marker shares of
approximately 20% and 10% of the market during 1996. AT&T, MCI and Sprint constirute what generally is
regarded as the first tier in the U.S. long distance marker. Largs regional long distanos compimies, some with
national capabilitics, such ax WorldCom. Inc. (which in 1996 merged with MFS Communications, Inc.}, CWI,
Frontier Corp., Excel Telecommvnications and LCI Intrmational, constitute the second tier of the indostry,
although WorldCom would become a first tier company upon consummation of its pending merger with MCL
The remaindar of the U.S. long distance market share is comprised of several hondred smaller compendes,
including ACC U.S., known as third-tier carriess. In additlon, recent U.S. legislation, which removes certain
long-standing restrictions on the ability of the RBOCs to provide long distance services, and the World Trade
Organization (“*“WTQ'") accord on besic services, will have asubstant'ial impmoq the Jong distance market.

Commencing in 1990, competition was introduced in the Canadian long distance market. The Canadian lo

distance market is dominated by a consortium of facilitias-based local and long distance telephone companies

(¢.g., Bell Canada, BC Tel, Maritime Tel) gperating as the **Stentor’” group of companies. A second group of
long distance providers, consisting principally of AT&T Canada Long Distence Services Company (“AT&T
Canada’*), Sprint Canada (a subsidiary of Call-Net Telecommunications Inc.) and fONOROLA Inc., own and
operate rapsmission lnes through which they provide long distance voice and data services in the Canadian
markets. Other long distance providers, including ACC Canada, generally lease wansmission lines through which
they resell long distance services in the Canadjan market.

The intemational, pational and local markets for voice telephone services in the UK. and Northem Ireland
eccounted for approximately (Pounds) 1.5 billlon, (Pouads) 2.0 billion and (Pounds) 2.2 hillion, respectively, in
revenues doring the 12 months ended March 31, 1997, according to estimates from The Office of
Telecommunications (*‘Oftel’"), the U.K. telecommunications regulatory authority. In the UX., British Telecom
historically has dominated the telecommunications market, Bridsh Telecom was the largest carrier during such
12 month pericd, with approximately 58.2%, 78.4% and 88.7% of the revenues from intemational, natiopal and
local voice telephone services, respectively. Cabls & Wireless (“CWC™) which owns and operates
interexchange and Jocal loop wransmission facilities, is the second largest carrier of volce telecommunications in
the U.K. The remainder of the U.K. long distance market is comprised of an emesging market of licensed public
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telephone operators, snchi a3 Energic Coramunications Lud. (“‘Energis™), WorldCom, ACC U.K..and varions
cable cornpanies, and switched-based resellers such as First Telecom and Esprit Telecom of the UK. Ltd
('.‘Espﬁt")andspxint : e . . '

Long distance carriers in the U.S., Canada and the UK. can be categorized by soveral distinctions. One
distnction is between transmission facilities-based campanies and non-transmission facilities-based companies,
or resellers. Trunsomission faciiries-based carriers, such as AT&T, Bell Canada and British Telocom, own their
own long distance interaxchange or transmission facilities end originate and terminate calls through local
oxchange systems. Profhability for transmission facllities-based carricrs is depeadent not only upon their ability
to generate revenues but also npon their ability to menage complex networking end transmission costs. All of
the first- and most of the second-tier Jong distence companies in the U.S. markets are trapsmission facilities-
bassd carriers and generally offer service nationwide. Most transmission facilities-based carriees in the third tier
of the inarket offer their servioe only in'a limited geographic area. Some mhnsmission facilities-based carrers
contract with other transmission facilitiss-based carrierd to provide transmission where they bave geographic
gapé in their facilities. Carriers that opetate primarily as switched-based resellers, such as ACC, carry their long
dietancs traffic over transmission lines leased from trapsmission facilities-based ¢carriers, originate and terminate
oalls through incumbent local exchange catriers or CLECs such as TCG and contract with transmission facilities-
based carriers to provide transmission of long distance traffic either on a fixed rate lease basis or a call volume
basis. Profitability for non-transmission factlitles-based carriers is dependent lergely on their ability to generate
and retain sufficient revenue valume to negoriste attractive pricing with one or more transmissgion facilities-based
cariers.

. A second distinction among long distance companies is that of switch-based versus switchless resellers.
Switch-based resellers, such as ACC, have one or more switches, which ars sophisticated computers that direct
telecommunications traffic to form a transmission path between a caller and the “recipient of 2 call All
transmission facilities-based carriers are switch-based cariers, as are many non-transmission facilities-based
oarriers, including ACC. Swirchless resellers, in contast, depend on one or more transmission facilities-basad
carriers or swilch-based resellers for transmission and switching facilities, ACC believes that its ownership of
switches reduces ity reliance on other carriers and enables ACC to efficiently route telecommunications traffic
over multiple leased transmission lines and to control costs, call record date and customer information. The
availability of existing transmission capacity in its markets makes leaging of ransmigsion lines attractive to ACC
and enables it to grow network usage without having to incur the sigmificant capirel and operating costs
us'n'(\:iated with the development and operation of a transmission line infrastructure.

Local Exchange Market. In the U.S,, the existing structure of the telecommunications indnstry principally
resulted from the AT&T divestiture. As part of the divestiture, seven RBOCs were crested to offer services in
specified geographic areas called Local Access and Transport Areas (“LATAs”). The RBOCs were separated
from the long distance provider, AT&T, rosulting in the creation of distinct local exchange and Jong distance
markets, Since the AT&T divestinure, several factors have served W promote competition in the local exchange
mazket, incloding (i) the local exchange carriers® monopoly position, which provided little incentive for the local
th_mge cnmpnnm to reduce prices, improve service or upgrade their networks, and related regulations which
required die local exchange cariers to, among other things, lease transmission facilities to alternative carriers,
such a3 ACC, (ii} customer desire for an altsenetive to the local exchange carmiers, which developed in part as a
result of competitive activitics in the long distance market and increasing demand for Jower cost, high quality,
zeliabln gorvices, and (iii) the advancement of fiber optic and digital electronic technology, which combined the
ability to transmit voice, data and video at high speeds with increased capachy end refiability.

In Cenads, similar factots promoting competition in the local exchange raarket developed in respense to
regulatory developments in the Canadian long distance telecommunications market andpti technological
advances in the telecommunications industry. The Canadien Radio-television and Telecommumicatons
Commission (“CRTC"’) has approved the mtroduction of competition in local exchange services in Canada.

.-
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Business Strategy .

ACCwasmcul)'enmaanaltemanvcmmﬁuUS CuwdaandmeUK.ACC'sohlmvensto
grow its telecommunications customer base in its existtng markets and 10 establish iwelf in other deregulsting
Western Boropean markets with high dengity telecommunications waffic. The key elements of ACC's business
strategy sre to increase penetration of existing markets, enter new markets, improve operating efﬁclency and
pursue acquisitions, mmmwmwﬁcammes

Increase Penetration of Existing Markets. ACC's consolidated ravenve has grown from $126.4 million to
$372.6 million over the three fiscal years andad December 31, 1997, although ACC expects its growth to
decrease over time. ACC plans to further increase its revenue and customer base in the U.S., Canadian and UK.
markess by expanding its service offerings and geographic reach. The expansion of ACC’s service offerings is
designed to reduce the cffects of price per minute decreases for long distance service and to decreass the
Ykelihood that customars will change telecommunications carriers. Through this strategy, ACC will seek to build
a broad base of recurring revenues in the U.S., Canada and the U.K. ACC also offers local telephone services in
selected additonal U.S. end Canadian maskets, including New York, Massachusetts, Quebec and Ontario, as well
as additional data communications services in the U.S. and Canada. ACC beliaves that offering local services
mnwhmcextsabxhtymmﬂmlwg&smummmmAOC’smesschugesna
percentage of revennes.

- Enter New Markets. ACC believes that its operating experieace in deregulating markets in the U.S.,
Caoada and the UK. and its experience as an early sqtrant a5 an altemnative carier in those markets will assict
ACC in identifying opporunities fn other deregulating countries with high deasity teleconununications waffic. In
particnlar, ACC believes that its position in the US., Canadian and U.K. telecommunications markets and its
experience in providing intemational telecommunications serviee will assist it in establishing a presence in
Western Buropean markers when ACC belleves that business and regulatory conditions warrant.

Improvs Opcra:ngjicunc) A&mloammmmmofnﬂcandmpemthemot’m
network, which consists of leaged transmission facilities, ten intemational and domestic switches, six local
exchange switches and information systems. In order to enhance the efficiency of the fixed cost elemants of its
network, ACC seeks to increase its traffic volume and brlance business-driven workdsay traffic with night sand
weekend off-peak traffic from student and residential customers. ACC anticipates that competition among
transmission facilities-based providers of telecommumications services in the US. and Capadian markets will
afford ACC opportimities for rednctions in the cost of leased line facilities. ACC seeks 10 reduce its nerwork
cost per billable minute by more thaa any reduction in zevenue per billable mionte. ACC also intends to acquire
additional switches and upgrade its existing switches to enbance its network in anticipation of growth in ACC’s
customer base and provide additional telecommumications services. ACC belleves that its network switchas
enable ACC to efficiendy route telocommunications traffic over multiple transmission facilities to reduce costs,

control access 1o customer informetion and grow netwnrk usage without a corresponding increase in support
cosls,

Pursue Acquisitions, Investments and Strategic Alliances. As-ACC cxpands ils service offerings and its -
network, ACC anticipates that it will seek to develop strategic alliances both domestically and internatiqmally
mdmacqmmandbumuaormhemmtmmumcompmthatarecomplemenﬂ:yquCC'scmnt
operations. ACC belicves that the pursuit of an active acquisition strategy is en important mesns toward

achieving growth and economies of scale and scope in its targeted markets, Theough acquisitions, ACC belicves
that it can forther increase its traffic volume to further improve the usage of the fixed cost elements of its

network.
Services

Commercial Long Distance Servicss, ACC offecs its commexcial customers in the U.S. and Canada an

x%oécmwmm services and has developedaamﬁlaxmgeofsmweoﬂ'cnngs for commercial customers in
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In the U.S., although ACC historically has originated Jong distance voice services principally in New York
and Messachusetts, ACC is currently anthorized to originate intrastate long distance voice and data serviees in
43 swates and international voice and data services in all states. ACC's U.S. sarvices include *‘1+'" inter-LATA
long distanca service, and peivate line service for which a customec is charged & fixed monthly rate for
transmission capacity that is reserved for that customear’s traffic. ACC's U.S. business servicee also includa toll-
free 800" ar **888" services. In addition, ACC currently provides intra-LATA service in certain areas for
customers who make a large pumber of intra-LATA calla ACC instalis automatic dialing equipment to eaable
customers to place tuch calls over ACC's network without having to dial an access code. Howover, various
states, including New Yok, are moving to implement “‘equal access*' for intra-LATA toll calls such that ACC's
customens in such jurisdictions will be able to use ACC's network on a **1+" basis to complete inxa-LATA tol)
calls. ACC's ability to compete io the intra-LATA tall market depends upon the maxgin which exists between
the access charges it must pay to the local exchange company for odginating snd terminating intra-LATA calls,
and the retail toll rates established by tha Jocal exchange oariers for the local exchange camiers’ own intra-LATA
ol service. ACC's commercial services generally are priced below the rares charged by the major carriers for
similar services and are competitive with those of other carriers.

In Canada, ACC currently originates long distance veice and data services in the Montreal, Toronto and
Vancouver metropolitan areas as well as thronghout Albexta, British Columbia, Manitobe, New Branswick, Nova
Scotia, Ontstio and Quebec. ACC offers its Canadian commmercial customers both wveice and data
telecommunications services. ACC's long distance voice services are offeced to its business customers in a nine-
level discount structure marketed under the name '‘Bdge.’’ Discounts are based on calling volums and call
destination and typically resnlt in savings ranging from 10% to 20% when compared to Stentor member rates.
Calls to the U.S. are priced at a flat rate regardless of the destination, and intemnational calls are priced at a
percentage discount to the rates charged by the Stentor group. ACC also offers toll-free ‘800" sexvices within
Canada, as well as to and from the U.S., and offers an AQOC Travel Card providing substantial savings off Stentor
member ‘‘Calling Card”’ rates. ACC Canada has introduced a frame relay network, Intemet access sexvices
(including Web design/hosting) and paging services, and now provides these services in all provinces except
. Saskatchewan, Manitoba, New Brimswick and Newfoundiand.

ACC oxiginates long distance voica services throughout the U ACC presently offers its UK. customers
voice telecommunications services. These services include indirect access (known ag "“ACCess 1601'') through
the public switched telephone network (“‘PSTN') and the use of divect access lines to ACC's network (known
as “ACCess Direot'”) for higher-volume business users, Because ACCess 1601 is a mass market service, the
prices offered are built around a standard price Jist with volume discounts for high-volume users. ACCess Direct
is geaerally cost effective only for cnstomers making et least (Pounds) 5,000 per month in calls,

ACC’s US. and Canadian conmmercial customers are offered customized secvices, such as comprehensive
billing packages and its ‘‘Travel Service Elite’ domestic ealling cards, which allow the customer w place long
distance calls at competitive rates from anywhere in the U.S. and Canada, ACC’s standard monthly statament
includes o menagement summary repost, a call detail report recording every long distance call and facsimile call,

- and a pricing breskdown by call destination. Optional calling pattern reports, which are available at no extra

cost, inclods call summaries by account code, area or city code, LATA (for U.S. bound calls), international

dosgns;don and time-of-day. This information 15 available to customers in the form of hard copy, magnetic tape
or

I{ns‘vcrshy Program. ACC's university program offers a variety of telecommunications services to
educational ipstitutions ranging from long distance service for administration and faculry, to integrated on-
campus services, including local and long distance service; voice mail, intercom cafling and operator services for
smdents, admm:mators and facolty. ACC's sales, marketing and eagineexing professionals work direcdy with
college and nmvemty adminjstrators to design and implement integrated solutions for providing and managing
leleeomnmnmt:ons equipment and services to meet the current and prospective communications needs of their
instituhions. As part of its program, ACC often installs telecommunications equipment which, depending upon
the circumstances, may include a switch or private branch exchange, voice mail, ogbling and, in the UK, pay
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phmcungeintheU.K..puﬁcuMyumivudﬁu,ism?tF.peYahlthnind?eU.s.gd
gnphouml’aym this market directly, ACC has established a pay phone division in the UK., which supplies
pay phones that will automatically ronte calls from umiversities and other institutions over ACC UK.’s petwork.

ACC's long distance rates in the U.S. forﬂndenngemaﬂympﬂoedatal%dlsownt&mthosechaxqed
by the largest long distance carriers. ACC's university oontraets in Canada generally provide it with the exclusive
right, and in the UK. the opportunity, to market to the school's students, faculty and sdministration. Most of
ACC’s contracts in Canada also provide for exclusive university support for marketing to alumni. These
arrangements allow ACC to market its services to these groups through its affimity programe.

ACC offers university customers in the U.S., Canada and the UK. certain customized services. ACC offers
academic institutions a comprehensive billing package to assist them in reviewing and controlling their
telecommunications costs. For its university student customers in the U.S. and Canada, ACC provides a billing
format that indicates during each stxtement period the savings per call (in terms of the discount from the Jargest
long distance carrier's rates) realized during the billing pedod, and for all university customers ACC provides a
oall detadl repart recording every long distance call. In addidon, for university studeat customers, ACC provides
individual bills for each user of the swne telepbone in o dormitory room or suite so that each student in the
dormitory room or suite can be billed for the calls he or she made.

Many of ACC’s university customers in the U.S. are offered operator services, which are avaflable 24 hours
pex day, seven days per week. ACC also offers its U.S. university customers its **Travel Sexvice Elite™ domestic
calling card. In addition, ACC sells a prepaid calling cand in the U.S., which allows customers to prepay for a
predececmnined number of *‘units'® representing long distance minutes. The rate at which the onits are vsed is
determined by the destination of the calls made by the customer.

AOC's sales group targes university customers in the U.S., Canada and in the UK. In the U.S. university
market, ACC generally targets small to medjaro size universitiss and colleges with full time carollments in the
range of 1,000 to 5,000 studsnts. In Canada, ACC has been able to establish relationthips with several large
universities. ACC believes that while its marketing approach in Canada is similar to that in the US,, its
nationwide presence in Canada assists it in marketing to larger academic institutions. In the UK., ACC has been
able to establish long-term relarionships with several large universities. ACC believes that, while its marketing
approach in the U.K. is similar to that in the U.S., it is able to access larger educational institntions because of
ils nationwide presence and because transmission facilitics-based camiers have nat facused on this market. ACC
believes that competition in the university market is based on price, as well as the marketing of anique programs
and customizing of telecommunicatons services to the needs of the particular institution and that its ability to
adapt to customer needs has enhanced its development of relationships with undversides.

Residential Long Distance Services. ACC offers its residential customers in the U.S. nnd Canada a vaciety
of long distance service plans and is currently offering and developing similar plans for its residential customers
in the U.K. In the U.S., ACC’s *'Save Plus"’ program provides customers with competitively priced long distance
service. In addidon, U.S. customers are provided with a “‘Phone Home'* long distance service through which,
by dialing an 800 number plus an access eode, callers can call home at competitive rates. In geaersl, ACC's
residential services are priced below AT&T’s premium rates for similar services. In Canada, ACC offers three
different residential service programs. The basic offering is a discount plan, with call pricing discounted from
the Stentor companies’ tariffed rates for similar services depending on the time of day and day of the week.
ACC also offers its *‘Sunset Savings Plan,’* which allows calling scross Canada and to the continental U.S. at s
fiat rate per minute. In the Toronto metropolitan area, ACC offers <‘Extended Metro Toronto™ calling, which
provides flat rate calling withiu areas adjacent to Toromto that are long distance from each other. Customized
billing services are also offerad 10 ACC's U.S. and Cenadian residential customers. In the U.K,, all residential
customers use ACC's ACCess 1601 service, which provides savings off the standard rates charged for residential

service by British Telecom or CWC, but requires the customer to dial a four digit access code before dialing the
area code and number.
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Invernational Distance Services. ACC offers international products and services to both its existing
customer base lndl':::otmﬁﬂ costomerd in the U.S., Canada and the UK. A_OC's immu.ional avthorizations
(**“International Licenses’) allow ACC to resell international long distance service on leased intemational circults
conmected to the PSTN at both ends between the U.S, and Canada, the U.S. and the UK., Canada and the UK.,
and, subject to certain safegnards on non-compelitive rontes and destination country reguiations, the UX. md
all other countries and teexitocles, and to own interests in international submarine cable facilities for service
between the U.S. and the UX. and other internadonal points. ACC belisves it can compete effectively f?r
international traffic because these international amthorizations allow it to offer end-to-end services on certain
routes and route traffic efficiently 50 as to price its services at cost-based rates that ane Jower than the meernational
settlement-based rates that would otherwise apply to such traffic. However, aumerous other carrders also bave
similar resale licenses. Implementation of the WTO agreement is expected to increass opportunides for
alternarive call routings but will also increase competition in the industry. Moreover, a recent FCC decigion,
comently on appeal and subject to pedtions for reconsideration, is intended to accelerate reductions in
international calling rates and may reduce ACC's margin on international services.

Local Exchange Services. Building om its experience in providing local telephone service to various
university castomers, ACC took advantage of regulatory developments in New York State and in 1994 began
offering local telephone sexvice to commervial customers in upstate New York. As a resull of its August 1993
acquisition of Metrowide Communications, ACC provides local tslephone service as a reseller in Onmrio,
Canada, and began providing such service in Quebec in 1996. ACC believes that it can swengthen its
relationships with existing commercial, umversity and college and residential customers in New York State and
Canada and can attract new customers by offering them local and long distanee services, thereby providing a
single source for comprehensive telecommunications services. Providing local telephone service may ensble
ACC to serve new local exchange customers even if they are already under contract with a different
interexchange carmier for long distance service, During 1997, ACC expanded its local telephonce operations by
“installing switches in New York City, Albany and Buffalo, New York, and Boston and Springfield,
Massachnsetts.

ACC has limited experience in providing local telephone services, having commenced providing such
services in 1994. In ordar to attract local customers, ACC mnst offer substantial discounts from the prices
charged by local exchange camriers and must compete with other altemative local companies that offer such
discounts. Larger, better capitalized alternative local providers, imcluding AT&T, among others, will be berter
able to sustain losses associated with discount pricing and initial investments and expenses. The local tslephone
service business requires significant initial invesrments and expenses in capital equipment, as well 28 significant
initial promotional and selling expoases. There can be no assurance that ACC will be able to lease transmission
facilities from local exchange carriers at wholesale rates that will allow ACC to compete effectively with the
local exchange carriers or other alternative providers or that ACC will generte positive operating margins or
auain profitability in its local felephone service business.

Sales and Marketing

ACC markets its services in the U.S,, Canada, the UK. and Germany through & variety of channels,

Including ACC's intemal sales forces, independent sales agents, co-marketing arrangements and affinity
progrems, as described below. As of Decamber 31, 1997, ACC had a total of approximately 380 intxrnal gales
personnel and approximately 580 independent sales agents serving its U.S., Canadian, U.K. and German markes.
Although it has not experienced significant tumnover in recent periods, a loss of a significant number of
independent sales agente could have a material adverse effect on ACC's ability to generate additional revenve.
ACC maintaing a pombenr of sales offices in the Northeastern U.S., Capada, and the U.K. Jn addition, with respect
10 lts university and smdent customers in each conntry, ACC has designated representatives to assist in customer
enrollment, dissemination of marketing information, complaint resolution and, in some cases, collection of
customer payments, with repressatatives located on some campuses, AQC actively seeks pew opportimities for

business alliances in the form of affinity programs and co-matketing arrangements 10 provide access to
alternative distribution channels.

100

\.

N G | RSN CEIAM CREM




1™~
_—

[N

During each of the last three years, no customer accounzed for 10% or more of ACC's total revenae.

Untted States, ACC markets Its services in the U.S. through ACC's intemal sales personnel and
independent sales ageais as well as through atiendence end representation at significant trade association
mestings and industry conferences of target customer groups. ACC's sales and marketing efforts in the U.S. are
targeted primarily al business customers with $500 to $15,000 of monthly usage, selected residantial customers
and universities and colleges. ACC also markets its services to other resellers and rebillers. ACC plans
leverage its market base in New York and Massachusetts into other New England states and Peansylvania and o
eventuslly extend its marketing focus to other states. ACC has oblamed authorization to originate introstate long
distance vaice services in 4§ states. .

Canada. ACC markets its long distsnce services in Canade through intemal sales personnel and
independent sales agents, co-marketing arrangements and affinity programs. ACC focuses its direct selling efforts
on medivin-gized and large business customers. ACC also markets its services v other resellers and rebillers.
ACC uses independent sales ageals to targer smsall to medium-sited business aod residentiel customers
thronghout Canada. These independent sales agents market ACC's services under contracts that generally
provide for the payment of commissions bused on the revenue gencrated from new customers obuined by the
representative. The use of an independenr agent network allows ACC to expand invo additional markets without
incurring the significant imitial costs associated with a direct sales force.

In addition to maeting its regidential services in Canada through independent sales agents, ACC has
developed severl affinity programs designed to attract residential customers within specific target groups, such
as clubs, alumni groups and buying groups. The use of affinity programs allows ACC to target groups with a
nationwide presence without engaging in costly nationwids advertising campaigns. For example, ACC Canada
bes established affimity programs with such groups es the Home Sexvice Club of Canada, the University of
Toronto and McGill and Westem Universities. In addition, ACC has doveloped 2 co-marketing arrangement with

Hudson's Bay Company (3 large Canadjan retailer) through which ACC's telecommunications services are
marketed under the name ‘“The Bay Long Distance Program'® and “‘Zellers Long Distance.’’

United Kingdom. In the UK., ACC markets its services to business and residential customers, as well as
other telecommumications resellers, throngh a multicharmel distribution pian includimg its internal sales force,
independant sales agents, co-marketing arrangements and affinity programs. '

ACC generally utilizes its internal sales force in the UK. to tal'get medium and large business customers, a
number of which have enough volume to warrant a direct access line to ACC's switch, thereby bypassing the
PSTN, ACC markets its sexvices to small and medium-sized businesses through independent sales agents.
Telemarksters also are used to market services to small buginess customers and residential costomers and to
generate leads for the other members of ACC's internal sales force and independent s Jes agents. ACC UK. has
established an internal marketing group that is focused on selling its secvice 1o other telscommunications resellers
in the UK. 2nd certain Ewyopsan countries on a wholesale basis. ACC UK. has entered into co-marketing
arrangements with utilitles, university alamani groups ead other organizations.

Network

In the U.S., Canada and the UK., AQC utilizes a network of lines leased under volume discounmt contracts
with wansmission facilities-based carriers, much of which is fiber optic cable. The selection of any peticular
circulr for the ransmission of a call is controlled by routing software, located in the switches, that is designed to
canie the most efficient use of ACC's network. ACC evalustes opportunities to install switches in selected
markets where the volume of its cnstomer traffic makes such an investment economically viable, Utilization of
ACC's switches allows ACC to route customer calls over multiple networks to reduce costs.

Some of ACC's contracts with transmission facilities-based cariers contaln vnderutilization provisions.
These provisions require ACC to pay fees to the transmission facilities-based carriers if ACC does not meet
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minimom periodic usage requirements. ACC has not been aseessed any underutilization charges in the past.
However, there can be no assurance thet such charges would not be assessed in the foture. Other resbllers
generally contract with ACC on a month-to-month basis, select ACC almost exclusively on the basis of price
and are Jikely to terminate thejr arrangements with ACC if they can obtxin bettsr pricing terms elsewhece. ACC
uses projected ssles to other resellers in evaluating the trade-offs between volume discounts and the minimom
utilization rates it negotiates with transmission facilities-baged carriers. If sales to other resellers do not meet
ACC's projected levels, ACC could incur underutilization charges and be placed at a disadvantage in nagotiating
funre volume discounts,

ACC generally utilizes redundant, kighly antomated advanced telecommunications equipmeat in its natwork
and has diverse alternate routes available in cases of component or facility failure. Automatic waffic re-routing
¢nables ACC to provide a high lavel of relfability for its customers. Computerized antomatic network monitoring
equipment facilitates €ast and accurate analysis and resolution of network problems. ACC provides customer
service and sopport, 24-howr network wonitoring, trouble reporting and response, service implementation
coordination, billing assistance and problem resolution.

In the U.S., ACC maintains three long distance switches and six local exchange switches. These switches
and edditionsl points of presence (‘“POPs™) provide an intecface with the PSTN to gervica ACC's customets.
Lines leased from mansmission facilides-based carriers link ACC’s U.S. points of presence to its switches, ACC
1.8, maintains a leased, direct trans-Atlantic link with AQC UK. that it established in 1994 following ACC's
receipt of ity UK. Internations] Simpis Resale License for UK..U.S. calls and international private Jine resale

suthority in the U.S. ACC bas purchased an IRU to supplement such trans-Atlantic leased-lines to the U.K. and
to ensble ACC to mduce network costs. :

In Canada, ACC maintains long distance switches in Toronto, Montreal and Vancouver. ACC also maintsins
frame relay nodes for switched data in Torontn, Montreal, Vancouver and Calgary. ACC uses wansmission lines

' feased from cansmission facilities-based carmriers to link its Canadian POPs 10 its switches. This network is also

linked with ACC's switches in the U.S. apd the UK. ACC Canada also maintains a leased, direct trans-Atlantic
link with ACC UK. that it asrablished following the grant to ACC UK. of its ISR Licepse. This transmission
line enables ACC Canada 1o send traffic to the UK. at rates below those charged by Teleglobe Canads, the

exclusive Canadian trapamission facilities-based carrier for international calls, other than those to and from the

U.S. and Mexico.

In the UK., ACC maintains long distance switches in London, Manchester and Bristol. England. This
network is also linked with ACC's switches in the U.S. and Canada- Costomers can access ACC's U.K. network
through direct access lines or by dial-up access using auto dialing equipment, indirect access code dialing or
least cost routing software integrated in the customer’s telophone equipment. In December 1996, ACC UK. was
awarded an International Facilities License, and received a Publi¢ Telecommunications Operator license in Apeil
1997, which licenses have enabled ACC to build a microwave network in the UK. and to begin to nse the UK.
as & regional hub for nternational telecommumications traffic.

In February 1998, ACC installed & long distance switch in Dusseldorf, Germeny and commenced offering
switch-based long distance service to its customers, In 1997, ACC received a Class 4 full vaice talephony license
from the German Ministry of Post and Telecommunications, which became effactive January 1, 1998, and which
Is a requirement in order to provide switch-based telecommanications services in Germany.

Network costs are the single largest expense incurred by AGC. ACC stives 10 control its network costs and
its dep:xfdmcc on other carriers by leasing transmission lines on an economical basis. ACC is also considering
ownership of certain transmission facilitice as a means of reducing its network costs. ACC hag puorchased IRUs
and negotiated leases of private line circuits with carriers that operate fiber optic transmission systems at rates
independen: of usage, particularly on routes over which ACC carries high volumes of calls such as between the
U.S. and Canada and the U.S, and the U.K. ACC attempts to maximize the efficient utilization of its network in
the U.S., Canada and the U.K. by marketing 1o commexcial and academic institution customere, who tend o use
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its secvioes most frequently on weekdays during normal busioess bouss, and residential and student custorers,
who use these services most ofien during night and weekend off-peak hours. .

Information Systems

ACC believes that meintaining sophisticated and reliable billing and customer services informstion systems
that integrate billing, accoums recelvabls and customer support is & core capability necessary to record and
process the data genernted by o telecommunications service provider. While ACC believes its management

_ information system is currently sdequate, it has not grown as quickly as ACC's business and substantial

€I

investments are needed. ACC is developing and implementing new systems designed to (i) enbance ACC's
ability to monitor a0d respond 1o the evolving needs of its customers by developing new md customized services,
(i) improve least-cost routing of waffic on ACC's imwernational network, (iii) provide sophisticated billing
information that can be tailored to meet the requirements of its customer base, (tv) provids high quality customer
service, (v) detect and minfmize frand, (vi) verify paysbles to suppliecs of tolocommumications transmission
facilities and (vii) integeate additions to its customer base. A variety of problems are often encountered in
connection with the implementation of new informatiop systems. There can be no assurance that ACC will not
suffer adverse consequences ar cost overruns in the intplemeatation of the new information systems or that the
pew systems will be appropriate for ACC.

o ”

The telecormunications industry 1s highly competitive and is significantly infloenced by the markedng and
pricing dacisions of the larger industry participants. In each of its marksts, ACC competes primarily on the basis
of price and also on the basis of customer service and its ability to provide a broad amray of telecommunications
services. The industry has relatively insignificant bartiers to entry, numerous entities conapeting for the same
customers and a high average chumn rate, a5 customers frequently changs lomg distance providers in response to
the offering of lower rates ar promotional incentives by competitors. Although many of ACC’s customers are
under multi-year contracts, several of ACC's largest customers (primarily other long distance carriers) are on
month-to-month contracts and are particnlarly price semsitive. Revenues from other resellers accounted for
approximately 32%, 4% and 28% of the reveaues of ACC U.S., ACC Canada and ACC UK, respectively, in
1997. With respect to these customers, ACC competss almost exclusively on price and does not have long term
contracts. The industry has experienced and will continoe to experience rapid regulstory and technological
change. Many competitors in each of ACC's markets are significantly larger than ACC, have substantially preater
resources than ACC, comtrol trensmission lines and Jarger nctworks than ACC and have lompstanding
ralationships with ACC's target customexs. There can be no assurance that ACC will remain competitive in this
environment. Regulatory trends have had, and may have in the futare, significant effects on competition in the
industry. As ACC expands its geographic coverage, it will encounter increased competition. Morsover, ACC
believes that competition in non-U.S. markets is Hkely to increase and become more like competition in the U.S.

marksts over time as such non-U.S. markets continue 1o experience deregulatory influsnces, See ‘‘Legislation

and Reguladon."

Competition in the long distance industry is based upon pricing, costomer service, network quality, velue-
edded services and customer relationships. The success of a non-transmission facilities-based carrier such as
ACC depends largely upon the amount of traffic that it can commit to the tansmission facilities-basad carriers
and the resulting volume discounts it can obtain. Subject to contract restrictions and customer brand loyalty,
resellers like ACC may competitively bid their maffic among other mational long distance carriers to gain
improvement in the cost of service. The relationship between resellers and the largee wransmission facilities-based
carriers is twofold. First, a reseller is a costomer of the services provided by the wransmission facilitles-based
carriers, and that customer relationship is predicated primarily upon the pricing strategies of the first tier

-companics. The reseller and the transmission facilities-based carriers are also competitors. The reseller will

attract customers to the extent that its pricing for customers is generally more favorable than the pricing offered
the same size customers by larger ransmission facilities-based carriers. However, urmnamission facilities-based
caiers have been aggressive in developing discount plans which have had the effect of reducing the rates they
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chage (0 custoxners whose business is sought by the reseller. Thus, the business success of a reseller is
mwnmmmmmummm.mmmum.Mm
be no assurance that favorsble pricing policies will be continued by those lacger transmission facilities-based
carrers.

United Stares, In the US., ACC is agthorized to originate intecstate and international long distance
services nationwide and to, originate intrastate long distance service in 48 states (although it currently desives
most of its U.S. revenues principelly from calls originated in New Yeak and Massachusetis). ACC compezes for
customers, transmission facilities and capital resovrces with 2umerous long distence teJecommunications carviexs
and/or resellers, some of which are substantially larger, have substantially greater financial, technical and
marketing resources, and own or Jease lazger transmission systems than ACC. AT&T is the largest supplier of
long distance aervices in the U.S. inter-LATA market. ACC also competes within its U.S. call arigination areas
with other narional long distance telepbone carriers, such as MCI. Sprint end regional companies which resell
trapsmnission services. REOCs from outside the NYNEX/Bell Atlantic region, including SBC Communications,
have, undex the snthority contained jn the 1996 Act, begun to offer long distance services in the NYNEX/Bell
Atlantic region. In the intra-LATA marker, ACC also competes with the local exchange carriers servicing those
areas, In itz local servioe areas in Now York State and Mnssachusents, ACC presently competes or in the future
will compete with NYNEX/Bell Attantic, Prontier Corp., AT&T, Citizens Telephome Co. and WorldCom and
with cellular and other wireless carriers. These local exchange carricrs all have long-standing relationships with
theix customers and have financial, personnel and technical resources substantially greater than those of ACC.
Furthermore, joint ventures such as those between MCI and Microsoft Corporation (*“Microsoft**), under which
Microsoft will promote MCI's services, the joint venture among Sprint, Deutsche Telekom AG and Prance
Telecom, called Giobal One, the recently announced merger of WorddCom and MCI, and other strategic alliances
could increase competitive pressures upon ACC. The recent merger between Nynex Coxp. and Bell Atlantic is
Hkely to strengthen the financial resources of the new, comhined company, and its integrated networks may
cuhance its ability to offer long distaoce services in the combined NYNEX/Bell Atlantic region.

In addition to these competitive factors, receat and pending deregulation in each of ACC's markets may
encoursge new entrants. For example, as a result of the 1996 Act, RBOCs are allowed to enter the long distance
market unmedlately in *““out of region'* states, and in the states where the RBOC is an incumbent LEC upon a
showing that cectain conditions related to competition have been met. AT&Y, MCI and other long distance
carriers, utilities and cable television compmies are allowed to enter the local telecommunications market. In
eddition, the FCC has, on several occasions since 1984, approved or required peice reductions by AT&T and, in
1995 and 1996, the FCC reclassified ATET as a “‘non-dominant’® -catrier for domestic and intemational long
distance services, which substaotially reduces the regulatory constrtints on AT&T. In the recenty-compleved
Warld Trade Organizetion talks, the U.S. commitied w allowing foreign carriers berstofore prohibited from
competing in U.S. markets, to enter the U.S. locel, long distance, and internatdonal markees, and the FCC has
amended its rules, effective February 1993, to implement these commitments, allowing virtually open entry to
the U.S. market by all endties from WTO member countries. The WTOQ accard will likely increase the level of
competition in the U.S. local, long distance, and international markets. ACC believes thet the principal
wmpeﬂdvehcuxsaﬁecﬁngitsmukushmintheU.S.mpticing.custonurservlcetndvarietyofmices.
By oﬂ’uinghigh quality telecommmnications services at competitive prices and by offering a portfolio of value-
added services including customized billing packeges, call management and call reporting services, together with
pemsonalized customer sexvice and support, ACC believes that it competes effsctively with other local and Iong
distance telephone carriers and msellers in its service areas. ACC’s ability to contitme to compete effectively
will depend on its continued ability to maintain high qualiry, matket-driven services at prices peperally below
those charged by its competitors.

" Canada, In Canads, ACC competes with facilities-based carriers, other resellers and rebillers. ACC's

principal transmission facilities-based competitors are the Stentor group of companies, in particular, Bell Canada,

[ )

the dominant suppliers of long distance services in Canada, AT&T Canada, which provides certain facilities-

based and long distance services to business and residential customers, and Sprint Canada and fONOROLA Inc., .
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services. ACC also competes against London Telecom, a reseller of telecommunications services. ACC belisves
that, for some of its costomers and potential customers, it bas a competitive advantage over other Canadian
resellers a5 & resubk of its opecations in the U.S. and the UK. In perticular, the trans-Atlantic link thar it
ectablished in June 1993 between the U.K. and Canada aliows ACC Canada to sell maffic to the UK. with a
significantly lower cost structure than many other resellers.

Unized Kingdom. ACC UK. cumently holds a National PTO License snd an Internstional Facilitics
License and competes with facilities-besed carrders and other resellers. ACC's principal competitors in the UX.
. are British Telecom, the dominant suppliec of telecommunications services in the UK., and CWC, ACC also
faces competition from other operators such as Energis and WorldCom, and from resellers Including Bsprit end
Speint. ACC believes the services of ACC UK. are competitive, in terms of price and quality, with the service
offerings of its UK. competitors primarily because of its advanced network-related hardware and saftware
systems and ths network configuration and waffic management expertise employed by it in the UK, -

Acqisitions, Investments and Strategic Alliances , .

As ACC expands Its service offerings, geographic focus and its network, ACC anticipates that it will seek
10 acquire assets and businesses of, make investments in ar enter into strategic alliances with, companies
providing services complementary to ACC's existing business. ACC believes that, as the global
telecommunications marketplace bacorss increasingly compedtive, expands and matures, such transactions will
be important in maintaining a competitve position in the industry.

ACC's ability to effect acquisitions and strategic alliances and make investments may be dependent upon
its ability to obtain additional financing and, to the extent applicable, consents from the holders of debt and
prefeered stock of ACC. If ACC were 1o proceed with one or more significant strategic alliances, acquisitions or
investments in which the consideration consists of cash, a substantial portion of ACC’s available cash could be
used to consummate the acquisitions or investmens, If ACC were to consummate one of more aigmificant
strategic a]liancas, acquisitions or investments in which the consideration consists of stock, shareholders of ACC
could suffer a significant dilution of their interests in ACC.

. Many basiness acquisitions must be accounted for as purchases, Most of the businesses that might become
attractive acquisition candidates for ACC are likely to have significant goodwill and intangible assets, and the
acquisitions of thege businesses, If accounted for as a purchase, would typically result in substantial amortization
charges to ACC. In the event ACC consummates additional acquisitions in the future that must be accounted for
as purchases, such acquisitions would likely increase ACC's amortization expenses. In connecton with
acquisitions, investments or strategic alliances, ACC could incur subswantal expenses, including the fees of
financial advisors, attomeys and accountants, the expenses of mtegrating the business of the acquired company
or the strategic alliance with ACC's business and amy expenses associated with registering shares of ACC's
capital stack, if such shares are issued. The financial fmopact of such acquisitions, investments or strategic
allisnces could have 2 material advarse affact on ACC's business, financial condition and results of operations
and could cause substantial Aluctuations in ACC's quarterly and yearly operating results.

The Merger Agreement contains restrictions on the conduct of ACC's business prior to the consummation
of the Merger which axe likely to affect ACC’s pursuit of its strategies.

Employees

As of December 31, 1997, ACC had 1,268 full-time employees worldwide. Of this total, 384 employees
were o the U.S., 482 were in Canada, 369 were in the UK. end 33 were in Germany. ACC has never

expericnced a work stoppage and its employess are not represented by a labor union ar coversd by a collective
bargaining agreement. ACC considers its employee relations to be good,
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. nd the UK. ACC also feases equipment and space located at various sites in its sexvice arcas.

“would be eatitled to foreclose upon thoge assets and to be repaid from the proceeds of the Hquidation of thosa
+ Legal Proceedings

any such matters will materially adversely affect ACC's business. results of operations or financial condition.

ACC's princlpal executive offices are located at 400 West Avenne, Rochester, New York in cupomeoﬁce
space leased through June 2004. It also leases office space for its Capadian headquarters in Togonto, Canada, as
well a5 office space at various other locations. For additiona) information regarding these Jaases, see Notes 7 and
9 to ACC's Consolidsted Financial Statements included herein.

ACCUK.'sheadqummloomandudekulnmsmek.lnndm ACC UK. eatered into an '
Agreement foc Lease for such Jocation in October 1997. The term is for approximately six years through March
2004. The lease for the current headquarters will also continue until September 1998,

ACC has sixteen switching centers worldwide. ACC's switching equipment for the Rochester call
origination area is located at its headguarters ar 400 West Avenue, Rochester, New York with additional
switching equipment located in the U.S. inAlbany, Buffalo, New York City and Syracuse, New York and in
Boston and Springfield, Massachuserts; in Canada i Toronto, Oaterio, Montreal, Quebec, and Vancouver,
British Columbia; and in London, Bristol and Magchester, Baglend; and in Dusseldorf, Germany, all of which
sites are leased. Branch sales offices arc lzaged by ACC at various locations in the noxtheastern U.S., Canada ;

ACC's financing arrangements are secuted by substantially all of ACC's ussets. ACC’s secured lenders
asaets in the event of a defanlt under ACC’s financing arrangements.

ACC is a party, in the ordinary conxse of business, o litigation regarding services rendered, contract claims
and other miscellaneous canses of action arising from its business, Management of ACC does not consider that
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SELECTED HIS'DORICAL CONBOLIDATED FINANCIAL AND OPERATIONS '
DATA OF ACC

Thefommmmnwmndmfmwhof&eymmwdhnwm
derived from ACC's audited consolldated financial statemeots. The consolidated financial statements of ACC as
of Decomber 31, 1996 and 1997 and far each of the three years in the period ended December 31, 1997 together
MMWWMMmdmmm.Mtwbucmm'mw
elsswhere herein. The following dets should be read in conjunction with, and is qualified by, the consolidated
financial statements and related notes and *‘Management’s Discussion and Analysis of Finaneial Condition and

- Results of Operations of ACC,” which are includad slsewhers herein.

Yeur Buded December 3
1993 1994 199%(6) 195§ 1997{4)
(dclmlntmnlh.ua)!mmnnﬂ)

Comsoliduted Stwtement of Operationa Data:
Revenus:

TOM PEVEBUL o e ceoevrucnervonniacccccccanconacsssonsarosorroseaat SINHGSHU%ISHWSMSSZM
Local anchange 404 other..coveiio oo oiiriranrvarsarsasras P §,113 26,270 45123
Total 1E¥0RUE ..o veriviariarastanassarossntassnnnaoan bev s 105.946 126444 188,86 308267 372613
COME . o\ nevnonreooarnasassansonssnssnttaiatnccn cernnres 70286 79.42 114,841 193,99 213,361
GroBE POt e oo v conronastaoniortioaaace s grsersesanesssacsnarnace 14,660 47,008 74025 115,168 154,252
Caciorri-dhos e SNSRI 5832 8912 164 16433 B2
goneral and MdMISIRTAIVE L ..ivetiiiireiaaiiirarrnroaian 28,307 44228 6?:2' 84511 111027
EcgOnl 200853 OBITERS e v rv1vvvessvssmsnsssnnnsssomneeeserirren - 2160 — = -
AR WHDPOWN o cuevveiraninuirniarantsenacaasicaanccaarrrrs 12,507 - —_— -_— —
Total 0ther OPACALIng EXPANSES ... ... ..eoovoerrar-arscesrrersre 47446 15320 73807 100544 134,739

Tocome (1o5s) frorm operntions(I) . .. coeieuiaerirsarotsainersnsarannas (11,785) (8,314) 218 4224 19,5113

Other income (expensc): ;

. Intixegt BTIC e+« o e meerernvosvansontonasassaannssnsaasaanansns (i%) (2})% (’ g?) (;,g;) %g)
TOAETORE GEPRIIEE « » oo v earenrnsratsnansasesimasnestoctomannarnrres d A N
MEEERE QOMI . ..o v oovsvernrariaseneiaerasiosinianscnnnncnsonnaes - — — 8,910)
Galn on sale of subsBary £10CK . ..vuieiiennaeaaicneoaacrarans 9,344 — —_ — —
Foreign exchange i {I098) o voorveovecsencencerarnonniarnacrasrnns (1.0M) 159 (110) 509 (162

Total other InCOME (CUPETBEY . v veernnsnnosorsorsenesnisnanns 3035 (19%)  (5.043) (3365  (B.646)
: bmmﬂ)mwmmmgogmnmhhummfw(bewﬁt
from) income tanes and EYOOAKY LSSt .. ...t cic et ionrennnns (751)  (10244) (4825 -10.859 10,867

Provision for (baneflt fron) inCOmME TAXAE «......ves.ssesnseoosnnnnnn. (G743} 3456 395 2183 476

Minirity interost ja Ioss (exmings) of coasolidated subsidiary ........... 1,661 231 (133) (908) —

In Drom CONLNImE OPETatOnK. ... e e rbrerenrrrrrinas 1,653 11 ’ T

me Qoes) contingng opu?m g o ST o (11,329} (5.3549) 7.765 10391

IR L PRI o i PO TR Iy I _ — — —_—
of SB3S0 10 1993 . .......... ippiooy (ret oftooomo b oIS 1t — _ _ _

NeCinoome (088} ..o vvunueriaranecnccrncesnnrrvsentsesriaransanny $ 11875 § A \
T N A A
Less Sexies A Preferred Stock accretlon ... ....ovvevineieieriaisncinns —_ — (139) (1.509) -—
Income (Joss) applicable 10 Common S0ek .o.ocvveenene e cvivraveass $ 11875 5§ (11329)% (3.39‘) 3.2!4 s 1090

ey ] [ —— i
Net income (loss) per share—basic:(2)

........................................... 3 (8.{2) s (1.09) S (052) s 037 § 0.62
Gunonmpoulorasc&unmdopnu """ """ O oo 1.13 - - -
Nét income (loss) per sharm—BR%iC ... o.vvveviaranirscierinrrnranns 4 1.16 § (1.09) § (0.52) 0.37 $ os2

Net income (Joss) pez sharo—diluwed:(2)

.......................................... « 3 g.}g) s o s 052 § 034 % 059
G-naqmlofa.'w""""m"“""'ifiCZIZZIZZ'.IZ:ZIZZZI:Z: % = - - -
Net income (Joss) per sharo—dBubed ... .ocovviienierinrnninnnaaans 3 L13 & (109) S 0%52) s 034 $ 059

Wei.hnd average pumber of shares outstanding:(2)
......................................................... 10,206,833 10,366,778 11,358.693 14,463,728 16,899,009
P S ————  ——. NN
DAl .. oiiiieiii ittt i et ieaereesrerarsnieveasees 10537388 10,266,778 11,358,693 15,340,115 17,690,223
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Yoar Ended Docemnber
_1n 9 %6 19 lﬁz)

(quhmmpcmm)

Censclidated Belance Sheet Data(5):
Cash snd Cah 0qUIVAIAIE ... .. ccoisencvcacnnveorennnsnisntacccrasnns S 1467 §$1021 S 518 5 2095 S5 3988
CITEOE AT .. os v vusorsohatonnuecnroesesntorsassonnancatsatonsnetsnc 2476 28048 45,726 61,933 92.347
Coavent JDIlIGES <. ncoveneireinesinsiis s iiriariniasaateerainsirenas 23,091 32016 56,074 77394 20,703
Not working oapithl (3eBEH) . v eeverrarsaniniarriioioririanssransannnns 715) Q9N (048 (15481 2554
Property, plant and equipmemt, DEt . .veevaeecianacrorrrtiriatistaaaaiine 27077 MO8 56,891 $0432 135,726
Tomlmssets . ..ocoencacreninnans Feesueccuvisttatantassecancrrantaracss 61,713 84443 123984 204031 3198618
Short-term debe, tocloding current mamrities of fong-tetm debt . ..o..ovnveinnt 244 1613 4,885 4,251 3853
Lang-teqm debt, excluding curment MMurbtiot ..., v oveiaaineraicerancnnes 1% 29914 28,050 6,007 50,221
"Radearnnble preferred 800k ... ..oihiiiiaiiii i ciaeinsacesennaanaen — — 9448 - -
Shareboldery’ CQUILY «oveeencaanceceeiririsointatiaiitiaririatitiannen 31506 19086 26407 117863 S132,716
Other Fiaancin) and Operations Data:
Net onsh provided by {used in) operating actvRISS .. ..ooveiaviciiiiiiieinns § 2967 $ 24243 3 3601
Class A Common Sk oash dividends declred(3) .....ov0ivavrinencnreas § M) S = § -
Cash dvidends declared par share of Class A Common Stck(2)(3) $ 02 § — 0§ -
Book Value per common BBAE(Z) . vusieemrerrarinarnasaceninasersnsrnes $ 223 5 70 § 80
(1) Includes fmpact of 52,160 of charges incucred in 1994 in connectidn with cahancemens of the ACC netwodk 10 prepare for equel access for i
Canadian custozwrs, Ao indlades sn maset wrile-down of $12,007 in 199,
@

On June 14, 1996, the AOC Board of Directors autsozized a thres-for-two ock split ig the form of a swek dividend lesued o August §, 1996

of ths ACC Cless A Common Stock o tharcholders of record ar of July 3, 1996, Share and por share amounts for all prior pariodé have been
adjossed for the slock split.

(3) The ACC financing arrangements restrict the payment of dividends on the ACC Commoa Stack ACC anticipates that it will not pay dividaads
In the forspasble future. .

(4) Inchudes ths reiuits of operations of companies acquirsd by ACC duriog 1997: Tracsphona Tmemarionel Lid, from June 1, 1997, United
Telecom Lad. from July 1, 1997, VISTA Inscrumtional Commenications Inc. from Aogust 1, 1997, and Telenational Communications
Dousschisod Limited Pactnership from July 1, 1997.

(5) Belance sheet dean from discontinaed qperasions is excladed.

(6) Incluges the resuls of pperations of Metrawide Communications fram August 1, 1995, the date of acquisition.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OP_ERATIWS OF ACC

General

ACC's revenue is comprised of tall revenue (per minnte charges for long distance services) and local service
and other revenue. Toll revenme consists of revenue dexived from ACC’s long distance and operator-assisted
services. Local service and other revenee coosists of reveane dedved from the provision of local exchange
services, including local dial tone, direct access lines, Internet fees and monthly subscription fees, and data
services. Network costs congist of expenses associated with the leasing of transmission kincs, access charges, and
certain variable costs assoclated with ACC's perwork. The following tabls shows the (otal revenne (net of

mmmpmymvmun)mdbﬂablemhumsofuseamlbmbhm@stﬁAnnﬂomndEumpnn
opetations during each of 1997, 1996, and 1995:

Year Baded Dacamber 31,
1997 199%¢ 1996
A-m Pereent Amouwnt Perceni Amount  Percest
{Amwents in 000s)
Total Revenne:
Nonh America:
United SIS ... .coieienieiianannaanan $120627 324% % 99461 322% 3 65975 349%
Canada ........oviviaeiiieinnnniens, 116638 313 117,168 380 84,421 447
Total North America .......cceveeritrnnriaes 237265 63.7 216629 - 702 15039 796
United Kingdom .........ccovnvinveene 132,151 354 02,138 2938 38470 204
GOIAYLY .« i evsnesvnnsnnsnsnnnansnnnns 3,197 9 — — —_ —
ToRLBUIOpe . .. cvvvrenieiniiaricinniinss 135348 363 92,138 298 38470 204
Toml .....covvvvennnnt, Ceeersairiavannans $372613 100.0% $308,767 100.0% § 188,866 100.0%
f———————— — ——— n— Smmmve———— ]
Billable Long Distance Minutes of Use: '
North America:
Undted States ...........ccnivvevinnnnn 780,232 332% 590341 328% 486,513 41.2%
Cenada ....ocovvnviiine e rianre, 793458 1339 681,200 379 522764 442

TomNmAmencaIl‘v.!lll’lllbl'lt'lil' 1'578)@ 67‘1 1371541 70-7 l,m}az 85.4

United Kingdom ........cocovvvevnnns v TIOI81 327 527905 293 ° 172281 146
e e 4,343 2 _ — g —_
TRl BUIOPE v e eevvneeeeeeeeennaernnnsens 774494 329 521905 293 172281 146
1
_ 2,353,184 100.0% 1,799,446 100.0% 1.181,663 100.0%
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'melme) per billable minute and network cost per billshle mimme atrribawble to ACC’s North American ‘and

European operations during each of 1997, 1996, and 1995:
1997 1996 1995

Toll Revenue Per Billahle Long Distance Minxter

Nthniml ;:tea ............................. v esecervranvsecue-asiearnanase S.122 $5.150 $5.126
CaORIR oo vvevrveneanse e rteeneeeereenaeresasasiriereeratasereraires Jd22 150 .46

“TOtal NOTth AMIETICA . . s e e eeenrsvasncasrasnssssssnnnassenas o reraeieceanann 122 10 137
Uz;imd BGDAAOML « e evvvereveeenecmncneanssacuransnrrnronsrsrstosasssasss 71 174 220
Gormany.......coocaceeees e eieasetesarsacsnsnaasrucarannantrnsarhrenn 736 — —_

Total Borope . +...ceinaacicnsns eassvans S T J74 1714 220

Network Cost Per Billable Minute:

Total NOT AIDRTICA . - -+ e e vevrsensererrasesssussnssnsassasnrnssssnnensasses $.084 $.105 $.080

“Toral Burope ......... erenienaes i teieterrisesrataaesianeanessonasannaes 10 114 149

ACC believes that its histaric revenue growth as well as its historic network costs and results of operations
for its Canadlan and U.K. opecations generally reflect the state of development of ACC's operstions, ACC's
customer mix, and the competitive and regulatory enviromment in those markests. ACC entered the U.S,,
Canadisn, and UK. telecommemications markets in 1982, 1985, and 1993, respectvely. In 1997. ACC
established 2 subsidiary in Germany, and commenced offering long distance service as o switchless reseller
duxing the third quarter of 1997. For U.S. operations, 1996 revenue and nexwork cost per minute inclode the
effiect of $9.0 million of non-recurring, higber rate per minute and lowes margin intemational carrier sales in the
second quarter. ACC believes that toll revenue per billable minute and network cost per billable minute may be
lower in future periods, and heavily influanced by competitive pressures and regulatory actions.

Deregulatory influences have affected the telecommunications industry in the U.S. since 1984, and the U S.
market has experienced considerable competition for a mumber of years. The competitive influences on the
pricing of ACC U.S.'s secvices and network costs have been stabilizing during the past few years. This may
change in the future as a result of the 1996 Act that further opened the market to competition, particalarly fram
the RBOCs. ACC has actively pursued growth opportunities in the U.S. market. During the third quarter of 1997,
ACC acquired VISTA International Commumications, Inc. (“*VISTA'). VISTA, headquartered in Mount
Artington, New Jlersey, provides long distance and other services to small and medium-sized commercia!
customers in the Northeastern U.S. with concentrations primarily in New Jersey and Peansylvania. The VISTA
acqnigition represents expansion into a contiguous geographic ares, with a sioilar targeted customer segment
which is viewed as consistent with ACC’s expansion strategy.

The deregulatory trend in Canada, which commenced in 1989, has increased competition. ACC Capada -

expecienced significant downward pressure on the pricing of its zervices during 1994 and 1995. Although
teveaue per minute-increased from 1995 10 1996 due to changes i customer and product mix, revenue per
minute fell during 1997, and ACC expects downward pressure to continue. The impact of this pricing pressure
on revenues of ACC Canada is being offset by an increase in the Canadian cooumercial and stadent billeble
minutes of usage as a percentage of total Canadian billable minuies of nsage, and introduction of new products

avd sexvices including 800 service, local exchange resale, Internet services, and, since February 1997, paging
services. ‘

ACC belicves that, becanse deregolarory influences bave only fairly recently begun to impact the UK
telecommunications industry, ACC will continue to experience a significant increase in revenue from that market,
but the rate of prowth is expected to decline. The foregoing belisf is based upon expactations of actions that may
}:e taken by UK. regulatory anthorides and ACC's competitors: If such third parties do not act as expected,
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ACC belleves it should be able to enhance its economies of scale and scope in the use of the fixed coxt elements

. of its network. Nevertheless, the deregulatary trend in that market iz expectad to resuk in compecitive pricing

pressure on ACC's UX. operations, which could adversely affect revennes and margins. Since the UK. market
for wansmission facilities i5 dominated by Bridsh Telecom and Cable & Wireless, the downward pressure on
prices for services offered by ACC UX. may not be accompanied by a cormesponding reduction in ACC U.K.'s
neework ¢osts in the shart tecm end, consequently, could adversely affect ACC's business, results of operadons
and financial condition, pasticularly in the event revenue derived from ACC's U.K. operations accovats for an
increasing percentage of ACC's total revenue. Moreover, ACC's UK. operations are highly dependant upon the
transmission lines leased from British Telecom. As sach of the telecommunications markets in which it operntes

, continues to mature, the rate of growth im its revenue and customer base in each such market is likely to decrease

over tima. ACC has actively pursued growth opportunities and alterpate network solutions in the UK. market.
During the second quarter of 1997, ACC acquired Transphone International Ltd. (‘‘Transphone’). Transphone
provides domestic and intermational long distance service as a reseller, and is basad in London, U.K. In acquiring
Transphone, ACC obtained what it belicves is a strong base of commercial customers in a desirable geographic
area. During the third quarter of 1997, ACC also acquired United Telecom Led. (**UT"’). UT provides domestic
and intemational long distance services through a pre-paid calling card platform in retail relephone shops. UT is
based in London, UK. In acquiring UT, ACC obtained what it bebeves is a new delivery channel in a growing
niche market. The acquigition is also expected to create natwork cost efficiencies, as UT's customers have peak
calling activity at night and on weekends. This calling pettern will easble ACC 1o facilitate routing of off-peak
waffic over ACC's switch besed network, thereby. adding to economics of scale. The Transphone and UT
ncquisitions are expected to be accretive to eamings commencing in 1998. During the ficst quarter of 1998, ACC
anticipates putting into operations its own microwave facility, linking its three U.K. switching centers. This

" microwave facility will provide ACC with its own domestic redundant network alternative access to ACC's

network for its customers and a lower cost network plarform. The foregoing forward looking statements are based
upon expectations with respect to customer behavior, market trends and ACC's ability to successfuolly inmgrate

and develop the businesses acquired. If such expectations are pot realized, actual results may differ materially
from the foregoing discussion.

The German telecommunications market substantially deregulated in Janmary 1998, as a result of the
European Union (“‘B("") mandate to open telecommunications markets to competidon. Most significantly, the

German market opened for Interconnection In January 1998, ACC has established a sobsidiary in Germany, and .

signed 2 resale agreement with Deatsche Telekom (“*DT°") on May 20, 1997. Purther, ACC received a Class 4
full voice telephony license from the Germany Ministry of Post and Telecommumications which becams sffective
Jamuary 1, 1998. This license is a requirement for ACC 10 become 2 swixch-based provider of
telecommunications services in Germany. In Ocrober 1997, ACC signed a natwork interconnect agreement with
DT, which permits wtilization of DT"s network to link ACC with its customers. With tﬁs'ameementinplaoe,
ACC has installed a switch which it placed in service in February 1998. ACC achieved a small amount of

revenue in the fourth quarter of 1997 as a switchless reseller and anticipates potentially more substantial revenue -

growth in 1998 as a switch-based reseller. The foregoing forward looking statement is based upon expectations
with respect to regulatory actions and cooperation from DT which ACC is unable to control. If such expectations
are not realized, the expected revenue growth from the German market may not marerialize. Yn addition to the
core growth expecied from switch-based resale, ACC has actively pursved other growth opportunities in
Gerany. During the third quarter of 1997, ACC acquired Telenational Communications Deutschland Limited
Partnership (““TNC'"), a privately held telecommuaications service pravider beadguartered in Hamburg,
Germany. TNC provides prepaeld calling cards through' affinity programs with large commercial customers

' including Lufthansa, Citibank and Diners Club. The TNC acquisition provides ACC an existing costomer base,

[ )

proven management teem and facilitates the start-up efforts in Germany.

Since the commencement of ACC's operations, ACC has undertaken a program of developing and
m: fts service offerings, geographic focus, and network. In connection with this development and
expansion, ACC has made significant investments jo telecommunications circuits, switches, equipment, and
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softwaze. These investments generally are made significantly in advance of anticipated costomer growth and
resulting revenus, ACC also has inczeased its sales and marketing, custamer support, network opecations, and
field services commitmeats in anticipation of the expansion of its customer base and targeted geographio markets.
ACC expects 10 contimue to expand the breadth and scale of its nerwork and related sales and marketing,
customer support, and operating activities. These expansion efforts are likely o cause ACC to inour significant

increases in expenses from time to unn,manhq.padonofpotennalfumte growth in ACC's customer base and
mg&adwgnptncmatm

In 1997, ACC announced the creation of two coatinental operating divisions in North America nnd Burope.,

In comjunction with this new structure, ACC plans o further expand Its European eperations as business activity

* roore fully develops in the deregulating German market and by entering other telecommunications marketplaces

when regulatory and merket conditions wamrant. While ACC hag had a saccessful history of entering into newly
dereguiated markets, there can be no assurances that the same successes will be experienced in the future.

ACC has also expandad operations in the U.S. local exchange business and enricipates that . significant
porton of its future growth will come fram this business. The iocal exchange business is highly competitive and
includes seversl larger, better capitalized Jocal service providers, including AT&T, among cthers, who can
sustain losses associsted with discount pricing, and the high initial investment and expenses typically incuzred to
attract Jocal customers. ACC’s U.S. local service commenced operations in 1994 and generated an operating
profit for 1997 and 1996. However, there can be no assurances that ACC will connnnawach:evepoanve
operating cash flow or profirability in this basiness in the futore.

ACC’s gperating results have fluctuated in the past and they mey continve o fluctuate significantly in the
fonure as a result of & vasiety of factors, some of which are beyond ACC's conrol. ACC expects w focus in the
near termy, on building and increasing its customer base, s¢rvice offerings, and targeted geographic meskets, which
mllreqtﬂte:ttommoslgmﬁcmﬂymmm for marketing and development of its network and pew
services, and may adversely impact operating results from tme © time. ACC's sales to other long distance
oarriers have been increasing due to ACC's marketing efforts to promote its lower international nstwork costs.
Revenne from other resellers accounted for approximately 18% and 27% of the reveaues of ACC North America
and ACC Europe, respectively, in 1997. Included in 1996 was $9 million of U.S. non recurring cattier revenue,
or 3% of consolidated revenue. Additionally, in 1997 ACC realized significantly reduced revenue from two
Canadian carriers of $10.8 miilion compared to 1996. With respect to these customers, ACC competes aimost
exclusively on price, dneanothavalongtennconmcts.mdgmmlowgmnmatginsas a percentage of
reveaue. ACC's primary integest in carrier revenue is to utilize excess capacity on its network, Carrier revenue
in 1997 was 21% of consolidated total revenue compared to 24% in 1996, Management believes that carrier

revenve will continue to average 20% to 25% of consolidated total revenue as the core businesses continus to

grow. Thefmnoingforwmdlookingmtemcm:sbaudnponexpecmnonsvdthmpectmgrowu:inAcC'

customer base and total revenuss. If such expectarions gre not realized, ACC's actual resilts may diffex
materially from the foregoing discussion.
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Year Ended Decomber 31,
‘ 1Y) 1% 1995Q)
Revenne:
Tollrevenue ............-. f e vesetesiasietiiarnsnansaasartsinionan 870% 915 928%
Local zervice and other .. ... f e aneesaerear st e e nsassani e 12.1 85 12
Total revenue ......... Creesnnan Ceesasns Pevvssantonsanens teaee 1000 1000 1000
Network COSS ...ooouvveenarerraoatenrrasossccrnrsasassoncans feveneans 586 62.7 60.8
GroSE PrOMT ... .ovenvviennesniniarretonsonsssioreensnassacasiniosasns 41.4 373 *39.2
Other operating expeases:
Degreciation and arpordzation ..........iciviiiienane Perereesasnann 64 53 6.1
Selling CAPENSES ... ccuvururoancnrraiancannsoasesiarianrtoriaones 13.7 110 114
Geperal and adMIDISIRBYE .o vvvneruacceerasocersanoacsanvasans . 16.1 164 20.8
Mmnagement restrocturing .. ... ienennes IILLLIEETTRRTPPR PRy o = 0.7
Total other operating expenses .......- feossnsarisnesans Crenenasn 362 327 . 390
Income from OPETRHONS <.« «.vvveaernrancnromraorsasassnsssassorrranans 52 46 0.2
Total Other EXPElSE. - .. . cuuveeannrronsstanrisssacnerssansceaannss veeees 23 (1.I1) 2.7
Loss from operations before provision for (benefit from) incoms taxes and .

MinOrity MIBTESE .. .. .ocverrrrraanacnsiaonss e aedaveateneesstai s 29 35 2.5
Provigion fOr income MIXES . ......ccveviranessrraaroscorvesantasivinnans 0.1 0.7 02
Minority interest in eamings of consolidated subsidiary ..................... - (0.3) ©0.n

- Income (108S) from OPErations . ... oo vuvuerraovrareoaatessnsonstirsaeraes é% .__2_.:5‘% ,(,.3‘,‘2%

<1

[N ]

Results of Operations

The following table presents, for the three ycars ended December 31, lm.cumnsnmmofopmom
data expressed as a percentage of [otal revenue:

" (1) Inchudes the results of operations of companies acquired during 1997: Transphone Interpational Lid. from
June 1, 1997, United Telecom Ltd. from July 1, 1997, VISTA Internstional from August 1, 1997 and
Telenational Communications Deutschland Limited Partnership from July 1, 1997.

(2) Incindss the results of operations of Metrowids Commanpications from August 1, 1995 the date of
aoqu!s:ﬂon

1997 Comparcd with 1996

Revenue, Total revenue for 1997 increased $63.3 million, or 21% o $372.6 million fmm $308.8 million
in 1996. Long distance toll revenue increased $45.0 million, or 16%, to $327.3 million from $282.5 million in
1996. The growth in long distance toll revenue was fueled by a 31% increase in billable minnges, Reveaue from
wholesale carriers in 1997 increased to $78.9 mijllion (21% of total reveaus) from $73.4 million (24% of total
revenue) in 1996. Significantly reduced revenus from two Canadian carriers were realized in 1997, acconnting -
for a $10.8 milllon reduction in carder revenue from the same period in 1996. Additionally, the 1996 period
reflects $9 million of U.S. non-recurring carrier revenue. Bxeluding total wholesale carrier revenve, long distance
toll revenne for 1997 increased 19% from 1996, Long distance toll revenue per biliable minute for the current
peciod decreased 11%, from $.157 w $,139, largely a result of competitive pricing pressures and change in
customer mix. The growth in other revenue is largely atibutable to growth in market share in the competitive

local exchange busipess in the U.S. and a full year of revenues from Inmternet Canada compared to seven months
in 1996.

Total revenue (unaffiliated) in North America for 1997 increased 10% from 1996. Long distance toll
revenue (unaffiliated) increased 1% from 1996. However, 1996 included $9 million of non-recurring carrier
revenue, and 1997 reflects redinced ravenue from two carriers of $10.8 million. Excluding total cartier revenue,
long distance toll revenue in 1997 increased 11% from 1996, and is anributable to core growth in minutes and
customer accounts and from acquisitions. Long distance toll revenue per minuts for 1997 decreased 19% from
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$.150 to $.122, largely a result of competitive pricing pressures in both the U.S. and Canada. Retail price
pressures in each market are expectad to contione which may impact ACC's margin. Local service and gther . f
revenue for 1997 increased $18.9 million or 72% from 1996, & result of growth in U.S. local exchange revenne
and incressed Internet related revenue in Canada, ACC continues to invest in the local exchange business, heving
installed swirches during 1997 in Buffalo, Albany, New York City, Boston and Springfield, Massachusetts.
Continued expatision and growth in non-toll revenue, including Jocal exchange service, Intemnet and other
services s expected to become a larger component of total revenue in future periods. As a percent of total
revegue, noa-toll revenue for 1997 was 12% compared to 8% foc 1996.

Total revenue (unaffiliated) in Purope (substantislly all long distance toll revenue) for 1997 increased 47%
from 1996. Bxcluding canier revenue, Jong distance toll revenue for 1997 increased 33% from 1996, and is
attributable to core growth in mimtes and coounercial and student customer accounts, and froro acquisitions. !
‘Long distance toll revenus per billable minute for 1997 of $.174 rerosined unchanged from 1996, as the impact ‘
of higher revenve from ocarriers partially offset retall price reductions implemented during the perfod for
international and domestic long distance rates. The German operating unit coatributed a modest amount of
revenne from the acquired TNC customer base as well as from switchless resale activity. Revenue per minute in
Germany of $.736 in 1997 reflects s high concentration of kigher rate international traffic.

Network Costs. Network costs for 1997 increated $24.8 million or 13% to $218.4 million from $193.6 *
million in 1996. As a percent of revenue, network costs for 1997 was 59% compared to 63% in 1996, Network
costs per billable minute for 1997 decreased 14%, from $.108 to $.093. The rednction in network costs as a
percent of revenns, and per billable minure, is largely attributable to raduced contribution charges enacted during
1997in Canada, a favorsble shift iv business/customer mix as higher margin local exchange yevenue constitute a
higher percent of mvenue in 1997 as compered to 1996, declining access rates for originatdon and termination,
and intemal network efficiencies. ’

Network costs in North America for 1997 as a percent of unaffiliated revenue decreased to 57% from 62%
for 1996, and per billable minute also decreased from $.105 to $.084. These improvements resuited from the ;
sforementioned reduction in Canadian contribution charges, increased amount of higher margin local exchange
revepue In the US,, and internal nerwork efficiencies Network costs in Burope for 1997 as a percent of
unaffilisted revenue decreased to 62% from 65% im 1996, and per billable minute decreased from S.114 to §.130.
Recent investments in switches, a UK. microwave network and IRU are sxpected to more significantly Jower .
network costs in the near term, as ownership of these facilities will snable ACC to reduce reliance on leased
lines and increase aetwork capacity, This forward looking statament is based on expectations regarding customer
demand and the relative cost and availability of lessed lines and ajtemative transmission facilities i ACC's :
markets, end could be adversely impacted by competitive pricing pressures. If snch expectations are not realized, '
ACC's actual results may differ materiaily from the foregoing discussion. ’

Other Opsrating Expenses—Selling, General and Administrative Expenses. Total Selling, General and '
Administrative expenses (“*SG&A'') for 1997 increased $26.5 million, or 31%, to $111.0 million from $84.5
million in 1996. As a percent of revenue, SG&A increased to 30% from 27%. This increase is largely atiributables '
to higher selling expenses (Le., agents, salesperson and customer commissions) associated with growth in local

eikchange revenue, added overhead from acquired entities and infrastructure costs to support expansion in
Germany.

Other Incoms (Expense). Net interest expense for 1997 decreased by $.4 million from 1996. Merger costs
in 1997 of $5.0 million were incurred in connection with the then pending mergers with U.S. WATS Inc., and
Telepart Commumications Group Inc., and includes costs for investment advisory, legal, accounting and other
professional gervices. Foreign exchange gains/losses reflect changes in the value of amounts borrowed by the
foreign subsidiaries from ACC Corp., and ACC U.S., net of gains/losses on associated hedging contracts, ACC
continues to hedge substantally all intercompany loans to foreign subsidiaries in an attempt to reduce the impact
of transaction gains or losses. ACC does not engage in specvlative foreign currency transactions. In 1997, ACC
recognizad losses on foreign currency transactions of $.2 million compared to gains of $.5 million in 1996,
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